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1 . EOLLOWING ARE OUR REACTIONS TO REEDOC ON WHICH MISSION 
MAY DRAW FOR DISCUSSION AT MAY 9 COUNCIL MEETING. 

2. DISCUSSION OF BALANCE BETWEEN ANTI-RECESSIONARY AND 
ANTI-INFLATIONARY POLICIES PARAS 9-15 AND PARA 30(1) AND 

(II) AND CONCLUSION THAT RENEWED INFLATION IS THE GREATER 
RISK STRIKE US PARTICULARLY AS WELL DONE. SUGGEST 
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SECRETARIAT BE COMPLIMENTED ON HANDLING OF THIS DELICATE 
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ISSUE. MISSION SHOULD RESIST SIGNIEICANT CHANGES IN 
LANGUAGE. 

3. WE RECOGNIZE THAT DOCUMENT WILL GO FORWARD ON RESPON- 
SIBILITY OF SEC. GEN. AND THAT WE CANNOT EXPECT IT TO 
CONEORM TO OUR VIEWS IN ALL RESPECTS. NEVERTHELESS, WE 
WOULD HOPE THAT SYG COULD BE PERSUADED TO MODIEY PARA 30 
(III). WHILE CONVERGENCE OF VIEWS ON THE BALANCE OE 

ECONOMIC PRIORITIES MAY BE DESIRABLE AND CONSULTATION 
TOWARD THAT END IS TO BE ENCOURAGED, WE WOULD NOT CONSIDER 
CONVERGENCE OR COORDINATION ESSENTIAL TO SATISEACTORY 
EUNCTIONING OE THE WORLD ECONOMY. BELIEVE STATEMENT 
SHOULD BE SOETENED AND PERHAPS GENERALIZED, EMPHASIZING 
EXCHANGE OF INFORMATION AND CLOSE CONSULTATION. REEDOC 
SEEMS NOT TO RECOGNIZE THAT THE DOMINANT FACTOR IN THE 
DETERMINATION OE MONETARY POLICIES MUST BE THE PURSUIT 
OP DOMESTIC ECONOMIC OBJECTIVES. WHILE IMPACT OF 
THESE POLICIES ON INTERNATIONAL BALANCES WILL NO 
DOUBT BE TAKEN INTO ACCOUNT BY NATIONAL AUTHORITIES IN 
THEIR DECISION MAKING, IT SHOULD NOT BE ASSUMED 
THAT THESE POLICIES CAN OR WILL IN PRACTICE PLAY A MAJOR 
ROLE IN THE MAINTENANCE OP "ORDERLY” INTERNATIONAL MONETA- 
RY CONDITIONS. PIN ALLY, THE U.S. BELIEVES THAT ATTENTION 
SHOULD BE POCUSED ON WHETHER BASIC NATIONAL ECONOMIC 
POLICIES ARE APPROPRIATE RATHER THAN ON OBJECTIVES WITH 
RESPECT TO EXTERNAL PAYMENTS POSITIONS DEPINED SO PRE- 
CISELY AS TO BE RELIED UPON FOR A STANDARD AGAINST WHICH 
TO EVALUATE APPROPRIATENESS OP POLICIES. (MISSION MAY 
DRAW ON REP C IN EXPLAINING U.S. VIEWS ON BALANCE OP 
PAYMENTS AIMS.) 

4. OUR PROBLEMS WITH PARA 30 (III) AS JUST SET FORTH 
APPLY EQUALLY TO DISCUSSION OP THESE ISSUES IN 
EARLIER SECTIONS OF THE DOCUMENT. WE WOULD NOT AGREE 
WITH STATEMENTS IN PARA 8 RE EXCHANGE RATES AND 
COORDINATION OP NATIONAL MONETARY POLICIES. WE WOULD 
RECOMMEND DELETION OP THE ARGUMENT IN PARA 16 THAT A 
REASON FOR CONTROLLING INFLATION IS TO REDUCE THE RISK 
THAT OPEC FUNDS WILL BE PLACED IN SHORT TERM ASSETS. IN 
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OUR VIEW THE PURPORTED DANGERS RESULTING FROM OPEC 
INVESTMENT IN SHORT TERM FUNDS HAVE BEEN GREATLY 
EXAGGERATED. WHILE WE RECOGNIZE DANGERS DESCRIBED IN 
PARA 18, WE QUESTION WHETHER SECRETARIAT CAN DEFEND 
UNQUALIFIED STATEMENT TO THE EFFECT THAT CAPITAL FLOWS 
"WILL" TEND TO BE SPECULATIVE AND DISEQUILIBRATING. 

PARA 19 EXAGGERATES THE CONSEQUENCES OF FAILURE TO ADOPT 
COMMON PRIORITIES IN NATIONAL ECONOMIC AIMS AND CLOSER 
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COORDINATION OF POLICIES. 

5. WHILE WE CAN ACCEPT PARA 30 (IV), WE RELIEVE PARA 21 
SUBSTANTIALLY UNDERSTATES THE IMPACT OP THE OIL PRICE 
INCREASE ON REAL INCOME IN THE OECD COUNTRIES. WE 
BELIEVE THERE ARE MAJOR ECONOMIC AND POLITICAL COSTS 

TO THE STRUCTURAL ADJUSTMENTS REQUIRED BY THIS DRAMATIC 
PRICE INCREASE. EVEN IP MEDIUM TERM GROWTH RATES ARE NOT 
SUBSTANTIALLY AFPECTED, LEVELS OP OUTPUT ARE UNLIKELY TO 
ACHIEVE THOSE WHICH WOULD OTHERWISE HAVE BEEN POSSIBLE POR 

MANY YEARS TO COME, IF AT ALL. 

6. MISSION SHOULD OBJECT TO PINAL SENTENCE OP PARA 22 
ON THE EPFECT OP PLOATING EXCHANGE RATES ON INVEST- 
MENT WITH WHICH WE COULD NOT AGREE. THE VIEW THAT PLOAT- 
ING RATES OFPER MORE PAVORABLE CLIMATE POR INVESTMENT 
DECISIONS THAN PAR VALUES WHICH ARE SUBJECT TO LARGE 
PERIODIC ADJUSTMENT BY GOVERNMENTAL AUTHORITIES HAS ALSO 
RECEIVED WIDE SUPPORT. 

7. MISSION MAY ALSO WISH TO MAKE POLLOWING ADDITIONAL 
COMMENTS AS APPROPRIATE. 

A. LAST SENTENCE PARA 2 SUGGESTS THERE HAS BEEN AN 
INCREASED DISPERSION OP INPLATION RATES. IN PACT, 

THERE APPEARS TO BE LESS DISPERSION THAN LAST YEAR, AND 
A CLUSTERING OP INPLATION RATES OP MOST OECD MEMBERS 
WITH TWO NOTIBLE OUTRIDERS - THE UK AND ITALY. 

B. IN PARA 3, IT MIGHT BE NOTED THAT THE US AND GERMANY 
HAVE ALSO ADOPTED STIMULATIVE MONETARY AS WELL AS PISCAL 
POLICIES. 
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C. IN PARA 6, WE BELIEVE THAT IN THE AGGREGATE WORLD 
TRADE WILL BE INPLUENCED BY DEVELOPMENTS IN DOMESTIC 
DEMAND RATHER THAN THE REVERSE. 

D. RE THIRD SENTENCE PARA 10, WE BELIEVE POSSIBLE NEED 
POR LDCS TO CUT IMPORTS REELECTS OPEC PRICE ACTION 
MORE THAN OECD RECESSION. 

E. IN THE DISCUSSION OF RISKS IN PARA 15, WE PROPOSE 
THAT MENTION ALSO BE MADE OP THE SOCIAL COSTS OP 
CONTINUED HIGH RATES OP UNEMPLOYMENT. 

P. THE LIKELIHOOD MENTIONED IN PARA 24 OF SIGNIFICANT 
ADDITIONAL CLAIMS ON OECD RESOURCES, ARISING INDIRECT- 


Margaret P. Grafeid Deciassified/Reieased US Department of State EO Systematic Review 05 JUL 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 05 JUL 2006 

LY VIA INCREASED OPEC ELOWS TO LDCS IS EXAGGERATED. IT 
CONTRADICTS CPEAVP3 (75) 6, WHICH SEE THE GROWTH OE 
IMPORTS BY NON-OIL LDCS AS REDUCED IN THE MEDIUM TERM 
THROUGH EINANCIAL CONSTRAINTS; KISSINGER 
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